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SUBJECT: RECENT DEVALUATION BROUGHT OFF SMOOTHLY BUT UNDERLYING 
PROBLEMS REMAIN 

REF: HELSINKI 0743 

1 . DEVALUATION APRIL 4 HAS BEEN BROUGHT OFF VERY SMOOTHLY 
DESPITE ITS AWKWARD TIMING IN MIDDLE OF DIFFICULT NATIONWIDE 
INCOMES NEGOTIATIONS. IT WAS SMALL ENOUGH - 5.7 PERCENT - 
AND CLEARLY ENOUGH A REACTION TO SWEDISH DEVALUATION TO AVOID 
TRIGGERING DEMANDS BY LABOR FOR ADDITIONAL COMPENSATION 
AGAINST LOSSES IN REAL INCOME. AT SAME TIME ABSTENTION 
FROM USE OF EXCHANGE RATE MECHANISM AS POLICY TOOL TO ATTACK 
BASIC ECONOMIC PROBLEMS WAS DEFINITIVE ENOUGH TO CALM DOUBTS 
OVER EXCHANGE RATE POLICY AT LEAST FOR NEXT SEVERAL MONTHS, 
MOOTING AS ISSUE IN NEGOTIATIONS LABOR PRESSURE FOR PROTEC- 
TION AGAINST FUTURE DEVALUATION. BY ALLAYING DEVALUATION 
POLICY QUESTION FOR TIME BEING, GOVT AND BANK OF FINLAND 
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HAVE FREED THEMSELVES FROM MOUNTING PUBLIC DISCUSSION OF 
REALISM OF THEIR POLICY OF REDUCING INFLATION BELOW RATES 
PREVAILING IN WESTERN COUNTRIES WITH WHICH FINLAND TRADES 
UNTIL FINNMARK'S VALUE BECOMES MORE APPROPRIATE. THE 
DEVALUATION. FAR FROM BEING ABANDONMENT OF THAT POLICY, 

WILL IMPROVE DOMESTIC ENVIRONMENT FOR CONTINUATION OF 
SAME POLICY LINE. 
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2. KEY TO SUCCESS OF BANK OF FINLAND AND GOVT APPEARS 
TO HAVE BEEN CONVINCING PRESENTATION OF DEVALUATION AS 
ADJUSTMENT DICTATED BY SWEDISH DEVALUATION. INVOLVEMENT 
OF LABOR LEADERS IN INTENSIVE CONSULTATIONS OVER WEEKEND 
AND MONDAY AFTER SWEDISH, DANISH AND NORWEGIAN DEVALUA- 
TIONS ALSO CONTRIBUTED TO LABOR S WILLINGNESS OVERLOOK 
FACT THAT IN WESTERN EUROPEAN MARKETS FINLAND'S DEVALUA- 
TION OF 5.7 PERCENT TURNED OUT IN FACT TO BE 2.0-2.5 
PERCENT LARGER THAN SWEDEN’S 6 PERCENT DEVALUATION. 

(THIS ANOMALY CAN BE EXPLAINED BY POST-DEVALUATION 
APPRECIATION OF SWEDISH CROWN FROM BOTTON TO TOP OF 4.5 
PERCENT BANK IN EUROPEAN SNAKE AND BY VALUING OF FINNMARK 
IN TERMS OF BASKET OF CURRENCIES IN WHICH DEVALUATIONS OF 
THE SCANDINAVIAN CURRENCIES IN EFFECT INCREASE VALUE OF 
ALL OTHERS IN BASKET PURELY IN TERMS OF RELATION TO 
FNNMARK.) LACK OF ANY ACCOMPANYING FISCAL OR MONETARY 
MEASURES OTHER THAN FURTHER TIGHTENING OF CEILINGS ON COMMERCIAL 
BANK CREDITS SERVED FURTHER MINIMIZE PUBLIC IMPACT. 

3. EXPORTERS AND IMPORTERS DISMISS EFFECTS OF DEVALUA- 
TION AS SLIGHT. SEVERAL BUSINESSMEN HAVE OBSERVED 
PRIVATELY THAT IT WAS NOT MAJOR DEVALUATION REQUISITE 
TO GIVE FINNMARK APPROPRIATE PARITY, AND PREDICT THAT 
LATE THIS YEAR OR NEXT YEAR DEVALUATION ISSUE WILL AGAIN 
BECOME PROMINENT. FOREST INDUSTRY, ACCOUNTING FOR HALF 
FINLAND'S EXPORTS, WILL BENEFIT MORE THAN METALWORKING 
INDUSTRY, OTHER MAJOR EXPORT SECTOR, BECAUSE OF LOWER 
FOREIGN INDEBTEDNESS AND IMPORT REQUIREMENTS; FOREST 
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INDUSTRY ASSOCIATION OFFICIAL MAINTAINED PRIVATELY THAT 
DEVALUATION FOUR TIMES AS LARGE WOULD BE APPROPRIATE 
FROM PURELY ECONOMIC VIEW POINT. 

4. KEY PARTICIPANTS IN FINNISH ECONOMIC POLICY MAKING, 

INCLUDING BUSINESS, LABOR, GOVERNMENT AND BANK OF FINLAND, 
CLEARLY CHOSE CONTINUE BANK OF FINLAND'S POLICY, ALBEIT 
WITH TECHNICAL CORRECTION TO REFLECT SPECIAL IMPORTANCE 
OF BOTH FINNISH-SWEDISH TRADE AND DIRECT FINNISH-SWEDISH 
COMPETITION IN THIRD MARKETS. UNDERLYING ECONOMIC 
PROBLEMS, PARTICULARLY FINLAND'S WEAKENING INTERNATIONAL 
COMPETITIVENESS, FUNDAMENTAL DISAGREEMENT BETWEEN BUSINESS 
AND LABOR ON INCOMES AND PRODUCTION COSTS, INFLATION, 

AND STAGNANT EXTERNAL MARKETS, REMAIN VIRTUALLY UNAFFECTED. 

5. WHILE RECENT DEVALUATION WAS MANAGED FLAWLESSLY, IT 
MAY TURN OUT TO HAVE BEEN MORE A PALLIATIVE THAN CURE. 

IT HAS PROBABLY STRENGTHENED SLIGHTLY THE POSITION OF 
PRESENT GOVT, WHICH, WITHOUT PARTICIPATION OF LEFT, 
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WOULD BE UNABLE TO FIND BROAD SUPPORT FOR AUSTERITY 
MEASURES NECESSARY TO CARRY OUT MAJOR DEVALUATION 
EFFECTIVELY. IT ALSO PROVIDES BANK OF FINLAND MORE 
FAVORABLE CONDITIONS FOR CONTINUING ITS POLICY APPROACH. 
BUT INFLATIONARY IMPACT OF DEVALUATION ESTIMATED BY GOVT 
AT 1.6 PERCENT IN ADDITION TO INFLATION OVER 1977 ESTIMATED BY 
GOVT IN EARLY MARCH AT 12 PERCENT, ON TOP OF ALREADY WIDE 
GAP BETWEEN FINNISH AND INTERNATIONAL COSTS, ASSURES THAT 
EVENTUALLY FINNMARK EXCHANGE RATE ISSUES WILL HAVE TO BE 
REEXAMINED. AND BECAUSE BANK OF FINLAND'S POLICY OF 
TYING FINNMARK TO BASKET OF CURRENCIES DOES NOT TAKE 
INTO ACCOUNT DOMESTIC COST DEVELOPMENTS, FUNDAMENTAL 
CORRECTION LIKELY REQUIRE HARD POLITICAL DECISION, UNLESS 
SWEDES AGAIN PROVIDE CONVENIENT LEAD FOR FINNS TO FOLLOW. 

6. PRODDED BY RECENT DEVALUATION, FINNISH GOVT PRESENTED 
TO PARLIAMENT ON APRIL 22 BILL WHICH PROVIDES LEGAL BASIS 
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FOR EXCHANGE RATE POLICY THAT IN FACT FOLLOWED BY BANK 
OF FINLAND SINCE 1972 OF SETTING VALUE OF FINNMARK 
AGAINST BASKET OF 16 CURRENCIES. THIS BILL OFFICIALLY 
REMOVES FINNMARK FROM GOLD STANDARD AND IS CHARACTERIZED 
BY GOVT AND BANK OF FINLAND OFFICIALS AS PURELY 
TECHNICAL ADJUSTMENT. 

7. AIRGRAM WILL FOLLOW SETTING OUT COST TRENDS 
HAMPERING FINLAND'S EXPORT PERFORMANCE AND OTHER 
CONSIDERATIONS BEARING ON FINLAND'S EXCHANGE RATE 
POLICY. 

HOUSTON 
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